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PROCEETDLDINGSESE

CHAIRMAN CX 3 Good morning, ladies and

gentlemen. Welcame +ta the 94th mesting of the National

Petroleum Council. It’s 2 o’clock so we will start

————
promptliuy on tlT? We’' re dellghted you all cnuld bv, e PR

s /chf/!, e _,,,;4{ f‘j-‘ 20l e 92tk & LU e i
hav "q;{f _,((_, "\.'J xf-_nwd ﬂ _“"“‘l_,/iz Jr""'/) ".'_..!;".f, '_"f"" T

A /(.{ ol bt a2 ua Aot 2o 8 Obmirts Vi

At the present time, I°d like tD pregsent those
at the head table. On the far right is the Honorable J.
Allen Wampler, Assistant Secretary for Fossil Energysi
next to Allen is Pete Silas, Chairman of thea NPC
Committze on Establishing Petroleum Research Institute;

N1c2015;

Marshall will be our glest Enaﬁﬁﬂﬂ

to the far left is Mars and next to
artha Hessesi and

James Miller, who will be Joining us shaortly.

On my immediate right is the Hon. John 5.

Hery i on — and we’'ra v pleased, Mr. Secretard,

ttfat HDH cauld be here This {is a Joint Committee with

Heyprr yours 592

yau and yeuﬁﬂﬂEﬁEFTmEﬁfﬁ-an

we appreciate gour beilng

here. We'd 1ike to ea2ll W to start the mesting, if
wer may .
Fd
SEcmmERYIERRﬂ«ﬂONkEEfDFE I =arty, 1'd like to
say that we have a num bes herey, and [7d
like to identify them for the vest of gou. I parsonallu

went over the resumes of these outstanding peoplsa with

Ralph and Ed and I think theu’re a real addition to the




NPC. i1f I could ask the new members o stand as A

groups rather than read sach one off s they can

s /5
L e )

identify themselves—— graat. You can ‘s=e
impressive grodp.
(Applause?
SECRETARY HERRINGTON: it°’s a gre=at pleasure to meet
with unou again this gear and it marks my fourth year of
association with the Mational Petroleum Council and
workina with this distinguished group on behalf of
energsy security and energy policy in the United States.

1t’s really been a privilege for me. Even thouah we’®wve

been working under some difficult circumstances over the

past several years in pricings I have s be=en

a pleasure knowning each and everwu on had
the appartunitu.
This is a fairly rough time in Washington

these daus, youw might sense that from comina in and

reading this morning’s paper and others. One of the

gentlemen who does business in this towns went
psuchiatrist the other day, it got so bad and
had to get out of peolitics because he said to his
psychiatrist, after years, I’ve comg
really don’t understand foreign AT
dawned on m= that I don’t understand domestic affairs

2ither. In fact: to me, th=2 =2conomyd is a farsian




language. To make matters worses it wasn’t until
yesterday that I found out that my i1deas are not shared

by the people.

ychiatrist looked puzzled and he sads.
o’ re yigh ose are smotional statements and he
said, wott have to get out of politics and you ought to
do it now. The fellow responded, that's the praoblems
Docs I can’'tsy I’'m the Democratic nominee for President.

(Laughter)

SECRETARY HERRINGTOM: Since its creation in
1944, this Council has been an invaluable source af
information and advice on matters relating to pafroleum
and the petroleum indus#rg. The more than BB reports
that uyou’ve prepared have provided successive
administrations as well as this one with balanczd and

maxpert opinions on a wide range of important oil and aas

issues:s and from the beginning, thizs Council has met its

responsibilities with =zkill, with dedication and with
vigor
ThEAPEtPDl um Council has also served as a
shining exampls of what I think is a special
characteristic that has made this country very
prosperous, and that’'s the voluntser spirit. During 1ts

four decades. the Council’s work on issues of national

importance has heen Tunded by voluntary contribuations




1 from the members/and I nt to commend you Ffor this and

- for the hard w ireless devotion that vou’wve

= shown towards the You deserve th=2 thanks of
&y all Americans.

5 Your work has been especially critical in

& light af the tremendous challenges which the energy

7 security and this industry has faced in the wake of what
2 1 think all of us would characterize as dramatic price
? volatility over the past Z—1/% years.

10 As we assess the state of the domestic

1z petroleum industry today. we see a measure of progress
13 comparad to a year ago and while the Jury is still out.
14 there are signs the conditions in the industry are

15 izings at least in the short term, and alithough

16 ints have slide since the beginning of this gear,
17 overall industru activity has picked up compared to Juns
i8 of last year, but it remains low by historical

1% standards.

pe i} Earnings for many companies rose last gear

=21 from the levels of "84, and earnings in general,

=3 continua to rise for many. Drilling costs

spend an additional 1@ percent this wear.

production losses; by ocur calculations appear

leveled off.
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L numbsr of you are thinking to yoursslf,
Merrington ' = looking for the pony. You remember the
President’s favorite story he taold for years while he

WwAaAS running since 1964, about the farmer with the two

gonNs and on2 wa ptimist and one was a
eternal pessimy orried about this because
it was causing praoblems in his family. He put them with
a psuchiatrist who recommended a solution. He said,

take the son that is an optimist and place him in A room

with a large amount of horse manures and take the son who

led with

nd, 74

and he will see the good things and t:a
]

this experiment and later ony they we =P

iz a pessimist and put him in & room ¥j

thraugh the window into the room and the son who was A

pessimist was sitting in iddle of all these tous

and presents orying. the door and said,
what’s the matter? i AI havelall these toys and
someone’s going to be
I'm going to lose them. I'm very depressed about it.
They went in the othevr room and the son who
was put in the room with the hgarse manure was digging
through it and throwing it in the air and they said,
what are you dHdoing? He saus, I know thers’'s a pony 1in

hhare zcomewhere.
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I think we have to look for some of the good
things that have Yaken placs. Some recent frends are
positive and I recognize. and I think the gaovernmant
should recoanize that it will be a long fime if ever
before the infrastructure of this industry is pack to
where it was three or four years ago. That, of course.
is not the aptimistic side.

A substantial pért of the production and
service industries remain devastated and I don’t think
yow can argue against this particular paint. Overall,
we have seen steep declines in the petroleum exploration
and development and in production since 1983. In only

the last three ye the country has lost a million

in oil produ

Ahd. Al

e, shoul

barrels a d tion by failing to replace

.85, ressrvas. concern us and I think i1t

concerns everyone in thi=s room.

At current prices and wifh HeaZexisting
uncertainty over these pPrices, conditions are not likely
to improve in any significant way anutime soon. Coupled
with & =light decline in production from & ygsar azo, our
dependency on imports has risen 12 percent. last usar.,
both consumption and 0il imports veached their highest

level since 1780. I1f current trends persist, we could

be importing 58 perc T of ournoil by early 199@'s and

as much as 6@ percgnt bgﬂmiddle 1970 5.
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nathing magic about the 59 percent

level, although much is made of it in legislation that

i proposeds be e crisis in 12732 and the crisis in

1979 took Pl cédimp rt levels less than 5@ percent.

The challenges canfronting the petrolesum
industry remain to be a cause for deep concern in my
estimation. It is clgar that without additional
progress in revitalizing our domestic oil production.
america’s futures snergy security will remain at risk.
The importance of oil and natural gas o the security
and =conomic vitality of this country is something that
the Administration has understood from the beginning.
and as we focus here todad on whers this industry is

going,s I think it is important that we also look at

whares we have been during the last 2ight yesars.

Almost immediatelw after he took office in
1288, the P removed price and allocation
controls oM\ oil. Mae, fol lowed that wp by cutting
federal regulation and gas markest figuress
wherever possible. Many people have pointed out to me
this helps only the majors as far as doing away with ERA
and settling some af the large cases w2 have had befora

ERAs 1% wears after a program that in my estimation was

extremely short—sighted, is still in sxist=nces.,
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We've cut the regulatory administration
amalgamation from 2,008 lawuersz and regulators to a waork
force under 0@ todau and [ fully sxpect that particular
department will no longer exist at the end of the uear.
The Administration has lifted government regulations on
federal lands that would have faorced the caeping of
stripper wells. We’ve lowered rents for il and gas
leases on federal lands from #1235 to %25 an acreji; we’ve

put forward a five year plan for exploration rights

offshore. We’ve been able to persuade the Securities

and Exchange Commissison to retain the full cost
accounting provisions that are vital fo this nation’s
independent petroleum producers.

We fouaht hard to keep needed oil and gas tax
incentives like the oil depletion allowance for
independents and alliowing the sxpensing of intangible
drilling costs in the Tax Reform Eill and we won.

A year agos the President sent a comprehensive
package of energy initiatives to the Congress cantaining

tax incentives to strengthen the petroleum istry. In

the past Congaress, we backed the 0il/and Gas FProdu ion

Alelres
Revitalization Act that Senators Grakam, Mcekes-t==l an
McClure presented, we aligned with them.

Thie legislative package, I think, contained

anergy policy raforms that were designed to halp the oil
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and gas industry in a largse way, like the elimination of

more than half a dozen AOnnecessar environmental

Laste.
provisions on pProductign wesese
The President has ordered the Environmental
Protection Agency to review all of its environmental
regulations and to remove those that are unnecessards
and that discourags the domestic oil exploration and

production. We’ve recently issued a Presidential

finding that would permit the sxpoart of Alaskan PMorth

is meeting in sconomic summit with Prima

Tale 5hrba .
reasonable to expect the
goavernment of Japan to pPurchase Z@ to 25 percent of LNG
reguirements from the United States in the future.
We’ve taken the cass far a freer energy marhkest to
Congress. In back to back battles, we’ve successfully
fought aoft efforts to reverse the partial aas price
decontrol that took =ffect in 1985. We’'ve worked hard
in every Congress for full price decontrol and for
comprehenaiye natural gas reform legislation.

We won a very long battle to repeal the Fuel
=2 Act. restraints on natural gas uses and I might sad

thig is a piece of worthless legislation that we spent




hrours fighting. Some of wou may remember that the Fusl
Use Act was in effect for a long time and theres ware
several years of efforts to get it repealed.

The Energy Department. andl remember this
well, was routinely granting =xemptions to the Fusl Use
Act =0 it had absolutely no effect whatsoever as a
lzgislative proposal, ust it became a very large cause
to get that repealed.

We were successful in repealing the
incremental pricing provisions of the Matural Gas Policy
Act. In additions with our urging, the FERC =2liminated
regulatnrg'categcries for mld gas which has discouraged
production of our least expensive gas.

Dealing with Congress over the last four wuears
and for the eight gears I’ve besn in Washington has been
a purzrling drill, and been veru difficulft, and I'm Burs
the =stories that I could tell would be matched bw
stories of uour own from this audience. It reminds me
of the hunters that were hunting in fthe Maine woods and
they had killed their deer and they were taking it back

to the truck. They had grabbed this deer by the rear

l2gs and they were dragging 1t throusagh thE
its antlers wers catching on the ftreeg

were digging into the ground and it was having

difficulty sliding along. They were working up a sweat
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going back to thea truck. They came upon the old trapper

who =aid., gentlemen. 4do ng Fhis wrong. you should

pull it by the antler ill hawve none of this
particular problsm,. Of course they went around and

grabbed it by the antlers and it slid = throuwah tha

woods cd didn? t\catech on the trees Ybhs and the

groung. Sepreg, 1 this is much
better, I think we’re doing it right this time. The
other one saids yess [ think it’s much easier, I°m not
sweating anumore. I have a problem with 1it. He said,
what iz the problem? He said, we're getting farther and
farther awau from the truck.

(Laughtér)

SECRETARY HERRINGTGON: Sometimes as we
approach legislative solutions, we have this kind of
problem.

I think one of the things that has happened
recently that I think we can look forward to as having
some impact is the strategic importance of natural gas
to enerdguw security. & few weeks ago., we announced the

results of our comprehansive ica’s gas

resaurce base. & numbgr of Wou hgd a roale in\that.

lommrssientd,

as , - for everal

The assessment

reasons. Foremost among bhem was the need to bring the

nation’s gas sxperts together to reach a consensus on
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the extent of our natural gas rasource base. The lack

ot consumer confidence in gas supplies is one of the

‘main factors impeding a larger role for natural gas in

our estimation. Memorises of the winter of late 1974 and
garly 1977 still linger, &ven as we work on the Hill for
incentives to encourage the production of natural gas.

Unfortunately these shortages created the
lasting misimpression that natural gas is an unreliable
enerdy resource. This is an advance copy of the
assessment. It makes great reading. It hasn’t got the
praetty cover on it yet, but for anyone who is interaested
in natural gas and the future of natural aas, and what
we can do in the ecountry will find this fascinating
reading.

Our assessment shows that thers is a
technicallu recoverable gas vesource base in the lowsr
48 of 1,059 trillion cubic feet of natural gas that we
know how to recover with existing technoalogw. More than

half of the total gas resource we’ve evaluated was

Jjudaed economically recoverable, in Hing costs

at less than $3 per thousand cubid nk that’s

an interesting figure.

Additional volumes of gas were judged

economically\recoverable in a price range of %I to %5

per cubic fegt. This m=ans that at curvent consumption
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levels, the pation has a 395 year supply of natural gas

at rcosts of under %32 an mcf. Of course in aorder to

recover much of this resouwrce, there has to be discoverw

and development, and I stress including new drilling

actiwvi .

preparing it have alsao had a lot of %

pro in mast cases, but it's cause for conceyn.

receiving a lot of letters from people in the industry

who have been in the natural gas production business for

a long time that don’t believe the results in this

report or say it is not credible to make these findings.

I refer them to page four and five that have a

list of the 17 panelists that reads like a Who's Who of

——

the experts in this cou One aof them is with us

this morning, William Fisher

s done an oursSTanmIng Job as a Director or the

University of Temxas at Austin, Pureau RTIOMLC

Geology in putting this report toge ould commend

this report to uour reading.

It was dons= in cooperation with Argaonne

NMational Laboratory and under the sponsorship of the

Pepartment of Energy.
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I think the estimates are conservative Iin many

respects. For example, we did not include Alaska’s qas

rasources; these immense suprliss may well become

available as =oon as economic means of transportation

sare in place, but we did not feel it was fair to put

tham in this report.

Also. existing technology was assumed for all

af the estimates. We did not take inta account the

additional resources that improved technologies will

anable us fto discover and recaver as we proceed on this.

More advanced techrnology in my estimation will assure

abundant supplies for several genservations.

While this gas is present and secure within

the borders of the United States, more wells will have

to be drillied if it is going to be available in the

future. The are significant and this m=ans
that natural gaﬁﬁ I think,; must play a major role in
limiting our growing dependence on insecure imported
mil. The natural gas is gpod for energy securitw. good
for the eavironment, gaod for the family budget.
Yesterday, I had the opportunity to speak at
the AGA Conference that’s taking place over at the
Shoreham whers uod have 4,900 gas people from around the

world gathered and a large Soviet delegation. I might

add. Thew have parked outside the natural gas bus, s=ome
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1 of yow have sSeen it with the motor running and the bhus

= will be over at the Departm=nt of Energy tomorrow, if

iy 4 you have an interest in seeing it sitting outside, but
FA as uou look at the =ngine of the bus, the man who is

5 there giving you a guided taur of it will say, if you
iy have a kandkerchief, give it to me, and youw will give
7 him your linen handkerchief and he’ll put it over the
B Silpipe, and you'll say that's the end of the present
% 7g&ém daughter gave me for Christmas. When he takes the
1@ handerchief awau, there are no emissions, there is no
1z discolorations there’s no pollution coming out of the
13 engine. it offers a lot of possibilitiss for us in the
14 use of natural gas through methanol.

15 Natural gas illustrates the tremendous

14 potential and work that remains to be done to deva=lap
17 our domestic petroleum resources. The fact is that

1B therae remain many counterproductive regulatoru

1% constraints on natural gas in the United States and I
x| think this situwation is thwarting the contribution to
=1 snergy security, and I°d like to take up a couple of
2 these on what I fhink remains to be done in this area.
=2 There’s a misconception in the gas

24 industry,and also in the country, That the gas indusitry
23 is deregulated in this country. It’s interesting to

note that in 1988 we are in our golden anniversary of
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gas regulation in the United States ——

pointed out to me when 1 made that statement recently
that the gas industry was deregulated under President

Eisenhower and the Congress sent t bill to the White

House and because of perce irregularyties in ths

byill andathe gas ndustruy staued

I think back, if he hadn’t wvetoed that

where would we be today? There have been a lot

in this area. Py and large I think we can sad, as we

look at the whole situatian, fthat the gas industry

remains shackled by regulations. The history of

regulation of the natural gas industry shows that

regulation has failed the consumer, it’s failed tha

industry, and I think we can say it has failed =nerad

security also.

Price constraints on gas at the wellhead

discouraged sxploration and development. and I think

ultimately led to the shortages of the 19787s. The

artificial market conditions that wers cre2ated by the

Natural Gas Policy Act of 1978 contributed to the gas

bubble aof the 1988's.

The solutions to this situation lie largely

with Conaress and I think the Faderal Energy Ragulatory

Commission. &4 we have lsarned in othsr enerday areass
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the soclution is to regulate less:; not more. Today’s
economic and enerqgy climate makes this particularly an
opportune tim= for Cangress to consider complete agas
decontrol and transportation reform. It will be a
positive step that will help boost domestic production
and ultimately expand confidence in natural gas.
Together,s deregulation and better information about gas
I think can help gas take its rightful place in the
energy mix af this country.

Another item on the agenda before Congress is
our effort to get the counterpraductive Windfall Profits
Tax repealed. The government collected no revenuas from
this tax last wear nor the year before and our figures
show that the Windfall Profits Tax was a burden on the
industry of %188 millien a year just tao administer it. I
have made the argument in frant of Congress that it is
warse than that,y that the $190 million the industry
spends on administering the Windfall Praofits Taw is

taken off the income tax ra2fturn as a cost of doing

business, o it is a net loss to the U.S. Gave
It’s a disincentive to exploration at preciss
when we cught to be encouraaging furtﬁer investment.
Where do we stand on it?

It was attached to the Trade Pill as you s5auw.

The Trade Pil was wvetosed by thea President. The Trade
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Pill that was sent to the President was a naked;
political animal that was intended to smbarass him
before a national =lection and in a blatantlw political
atmospheres and he vetoed it, and he should have vetoed
it. That veto is geoing to bhe voted on todau. Tha
Windfall Profits Tawx unfertunately was in that trade
bill but there were othar things in there that you as
husinessmen and women in the private sector of this
country would not support, and should not support. The
veto will be sustained today is my prediction. It will
be close; thewy need to turn three Rapublican Senators to
overturn the veto and I think that’s going to be
difficult to do.

What happens next? I believe that the scene
is set for Congrass to get a ftrade bill, in my personal
estimation. 1 believe that Congress wants a ftrade bill
daspite all the rhetoric and politics you have seen. &y
simplified trade bill is easy and I think it will take
place. You dan't hear a lot of talk about it right now
because the sides are =till jockeging for position, but
in my =stimation, you will sSee a simplifisd trade bill
come back immediateluw and it will include windfall
profits tawx, and that is despite what uvou’'re reading in

the paper,.
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So if we’re luckdys and I think we’ve daone our
homewor!l on this: windfall profits will be out by the
and of the y=ar.

As you knowys repeal of thiz tar has become
political and I'm sorry to se=s that because it is as
worthless a piece of legizlation as the Fuel Use Act. To
boost damestic production, i€’s also critical that
Congress allow what 1 call environmentally smound
éxplaration and development on federal lands, in

particular ws

coastal plb
battle around. 18 million acres., the footprint
Bf o0il gxploration is approsimately 132,000 arcres. I
think largely throuath the =fforts of companiss like Arco
and others, w2 have proven that good environmantal
policy on the Alaskan North Slope can 2¥ist side bu side
with goaod environmental policy, and that they are
compatible.

ANLL

We have estimated that the deposits i A

arae possibly larger than Prudhoe Bag,uld contain

hetween 5 and 3@ billinn barrels of oil and gas and as
mii=h as 465 trillion cubic feet of gas. In light of owe

eneragy situation todayy I fhink it’s imprudent to

away what is potentially the Alaskan smxperience as

can bz done compatibly with the environment. There are
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some Sncouraging signs. I think one of them obviouslyg
iz the Senate vote recently in favor af this
euplorationi another would he the New York Times

ANLKE
i

aditorial last week, lead editorial sauing tha

and I think
d -
v //{IAZ

d andAa number /of gaou have had

was the right thing to d

conversations that I7ve
resulting frDm_visits of Senators and Congressmen to the
North Slope last dear. The companizss in that area did a
very good Jjob in showing them the situation and how the
sound environmental interest could be affectsd and
protected by the industry working in that area.

Some of those legislators very franklu stepped

off the airplane expecting to see a pristine wilderness

area with trees. shrubs.,

ramark, wheres is it.

mosquitoes circled overhead = ator nas become a

Since more and mors of our resserves are going

tm be found in remote regions under severe conditiaons

and with morse axotic technologies, [ think we need to

continue our efforts teo support mors advanced

technologiss that can recover wup to J@@ billion barrels

pf trappsd 0il in existing reservoirs. If we could

develnp only 1#® percent of this amount, wa could double
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annual U.5. production and to this end, the Deparitment
nas launched saveral initiatives to improve techniques

of enhanced 0il recovery.

There’s be some progress wnd wa’ve had a

/d”é et

large enhanced oil recaver%4fnr a lon

time but recently

in order ofine it an

ocus what we are doing,s we

have safi depar tmea new Office of
Gaoscience Research and we are woarking with the Interior
Departmefit ameethe fMMational Science Foundation and the
Hudrocarbon Geoscience Coordinating Commitiee to
tTacilitate federél activities and to develop a strategic
plan for hudrocarbon qeuacience resgarch. Wa’ra
zpending about %48 million a year in fthis area now. We

will continue to consult with all aspects of vour

industry. the universities, the stat= agencigs.  Lthe

private research institutions, and the natiopal

labaratories to develop additional initiativ

enhanced 0il recoverusy and to bring it within the reach

af more producers.

Along with these and other incentivess the

doar neesds to be open to consideration of additional

incentives for capital formation in this industry and

for stimulating explaoration and development. I

mentioned a year agno that the President sent a

comprehensive package of energu initiatives to Conaress
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propasing several initiatives that I think would lead to

more exploration and developmenty reduce garly well

abandonment; stimulate additi ling activity with

thiag particular proposal, » Fransfer rule I
think can show a lot of beneift, increasing the net
income limitation on the percentage depletion allowance
—— a lot of these involve tax changes. These changes
are still on the table in Congress and I continue to
pelieve that theuy and other incentives should be fully
enacted in the interest of energy security.

I think we ought to laok at additienal things
such as tax credits, expensing of G&G costs., depletiaon
allowances. It’s been pointed up to me by a number of
vnowledgeable people, quite correctlu, that the "carrot"
in this industry is a historical fact and a precedent
that has always bheen used that helps independents and
majors alike; and its important for us to provide the
carrot for both the independents and the majoars.

Despite many s2rious concerns that are still
confronting the petrolsum industru, there are grounds o
be guardedly optimistic about the future —— repeal of
the windfall profits tax and implementation of
additional incentives would be a stimulus for further
esxploration and development) considerable prnducfion

potential still =muists on federal lands and through the




1.3

14

15

1&

17

Ahail LonSlmids

application of emerging techniques of snhanced oil
recoveryj natural gas supplies will be available for
asnerations according to our recent studwas and if
Conaress takes action to remove the remaining shackles
of counterproductive regulations. the full promise of
this resource I think could be released. Enevrgy
security is moch stronger today with our greatly
sxpanded petroleum stockpiles; today we have 5408 million
parvels in the strategic petroleum ressrve and the
prospect of enacting a free trade agreement with Canada.

Finally, I°d like to mention that. The frees
trade agreeme2nt with Canada to me is, in the energy
secticon, one of the most revolutionary propoﬁais to come
dowrt the ftrack in & long time. It opens up the largest
free trade zone in the world betwsen Canada and the
U.S.s two gareat trading partners.

I’ve had a number of people say from the gas

industruy, this is not a good thing to do for the

n’t agree with that. The undesirability af

gaz as a reliable fuel has been ane of ths= questions

EoRawmeaet have fiad for wears. The free trade agreement
will opan up gas supplies, large amounts, more gas will
be =cold in the U.S., mare gas will be seold in Canada,
more gas will be transported and more % will be

45€

consumed. It will haelp peocple ba2com el Yoo gas and
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dependent on gas which I think is an abundant part of
our Snergy mid. I like it because of the diversity.

The Canadian fTree trade agreement makes a lot of sense

To me.

I don’t believe it’s a time for aquick fiuxes
like oil import energy tariffs or protectionism.
It’s a tj i =i sound eptnomic solutions and for

o
persista bilit e, 2 Amarican

petraleum industry in responding to recent challenges I
think bodes well for the future. Working together, we
have the resources. the technology, and the will to
provide for a secure and prosperous energy future.

Ed, thank you very much for allowing me to
address the group.

CHAIRMAM COX: Thank you werd much. The
Secretary has been gracious enough to say that he’ll be
able and ¥ry to answer any questions anyone might have

at this time. If you have a guestion for fthe record, if

you'll please identify youfselt af = ashlng the

7%axﬂua kst .

d appreci it.

HUFFWE70# |
N T = )

auestiona. u

Do wuou see the trade bill

getting back into Congress before President Reagan gets
out?
CRETARY HERRING

HUFFWETIN
e e A A= )

OM: The one that he vetoed?

R. The one that he vetoed?

Ar. L DL ve TF W Alrl #n /
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SECRETARY HERRINGTON: I do. I really

think that *the Demnocrats as w=ll as the Republicans need
a trade hill and there are saveral —— 1 think we’wve done
our homework on this ona and I think now that the
politics is out af it by the veto being sustainad
hopefully by the end of todaw, I think the trade bill
will come back and I think it will come back with
windfall profits. I think there are probably a coupl=
of things that will be owt of it. I don’t know 1if Tthey

can get export of Alaskan oil out of iti;I think that’s

prabably too tougahbh I'd like to see that out of

going to be toug
HUFFNETON
bl e & the Canadian trade bill be

' Vf?:'é %H%EMEE? St Touccrnl Hes ﬁ"””:ﬁ ul

there’s difficulty
with the Canadian free trade agreement. there is
difficulty in Canada as well as here, fthere’s a lot of
politices involved in this. The big stumbling point
obviously in the U.5. is the uranium provisions that
amount for several billion dollars of aid to the U.S.
Granium industry and then the Canadians have a number of
problems with it as well as the U.S.

I'm optimistic on the trade bill. I would
like to see it ratified, I think it’s a good thing. To

me it seEts up the precedent of a North American trads
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rone that is unparalleled in the world. It’s going to

be difficult. I'm more optimistic on the trade bill

that Congress pgssed.

_Z am wikl Pl n Lorp

ME. ARNCFLD‘A aul

- e = ny 209 wWwith us

FLee Ao.;w_};do}u 4

about the status of the
SECRETARY HERRINGTOMNz I cant, all I can say
is we’ll resolve it veruy shortluy. I'm intimatelw
involved in that and I think we’ve worked out a
salutian. There are tremendous politics in the FERC
nominations, as you mad know and it’'s a rapidly changing
situation, but I don’t feel that I would like to step

out on it before the President makes his announcement.

I don’t think part/of my Job.

raimen wilh Howan .

fu g9ive ws the

current status on gislation and what vou s=e

happening?

SEC ERRINGTON: I cannot actually
ANLL
pradict tha Ao, will hapren this year. It’s still
diffienlt but % ndwork has bheen st and the
AN

principle thaf\ Anwae should be explored has been zet 1n
the minds of Congress. If it doesn’t happren this uear,
it will happen next year. I might caveat that unless
you aet a President 2lected in the next administration
that does not beliseve in exploration and development,

and does not believe in these z2nergy security issues
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that we have talked about. That's a pointed remark
hecause I am watching gsome of meaign rhetoric that
e

is going on and I think some + &he rhetoric on the
Democratic side is *otally inconsistent with energy
security far this countruy, the call for elimination of
all offshore drilling, the calls for —— I'm talking
about blanket prohibition against offshore drilling, Ythe

abolishment of nugliear power ountruys, and 1T

think that would spread to the\ Awsesd, fituation.

I am hopeful tha pmes through this

yaar . I think it is still a question in doubt and we’vre

working wery hard on it. Provi th= right political

climate bresaks.s the notion o s been sebt in the
minds of the Congress and I think it will take place

after the eslection.

MR. PARKER: Pob Parke

answar th I7d 1ilee
P v ieiealo . candidates

on A A//s z.au/;(// ¢

. You don’t have +to

Lior domr 2850 Leton wekl

2 wice

APL comments gou might have

SECRETARY HERRIMGTOMN: 1 have great confidence
in the VYiece President’s understanding of this issus. 1
have briefed him several times. He iz, as you know,
well aware of the ena2rgy industry, he grasps the
principles of anergy security for this country as few in

this tfowun do, and he understands the problems we are
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facing from personal sxperience. I think w=a can have no
finer candidate from my party and I am quite proud to

say that I'm very enthusiastic about his slsction.

MR, CASH: Pon Cash with Questar

next step? Where are you planning to take the report
from here?

SECRETARY HERRINGTON: I think I might direct
wou to Bill wha chaired the garoup and can talk about it
and he’s got some ideas on this. I think there are some
next steps that we’re looking at. I think the main part
of this report is toc inform the public of the potential
and of the true facts regarding gas supplies becauss o
me there’s a great deal of misconception. I have
learned this and I think a lot of you have on the Hill
and working with gas proponents and gas opponents. This
is a real start and I say that, it is a start. Mors
needs to be done certainly and we are looking at facts.
Pill has soma very good ideas and perhaps during the
break or lunch hour wou can discuss it with him.

Some have said this report is too
consarvative, 1 don’t think s0. It could hava gone a
lot farther. There’'s a lot of information in hers that

would have led us to a much more optimistic picture. I
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think this is a very optimistic picture and is easilu

’/jdzncéledg?ﬁ}é//‘iz 72.1'1'
Ky Lein - Garad .."‘ E

- ol
-

defensible

l
/fﬂlY oAus

2,

N

CHAIHMAN CoOX:

(Applausa)

CHATRMAN COX: One of the studies the Council

has undertaken has been your request for the study of

proposed Petrroleum Research Institute. Pete Silas has

chaired that commi 2 an he and the other members aof
L

the committee ha e, tremendous amount of Lime and

a lot of you here in this audience 2 pariicipated in

70 Lodom

this directly and through gour pPpeopNle el uw re all

indebted to all of yow. I'd like to call on Pete now fto
—_—

make his report of tha;réommittee. . .
%..e/m,/m Chucerans. F d}auﬁ%, P d&um,ﬂﬂu@(/h/ —

MR. SILAS: et P leasure tooad to pressent

to you for consideratioc nd action th2 recommendation

of the NPC Committe DnAEs ablisthment of a NMational
eum Research Ipstitute. I'"d like to recognize
Wampler who gre on my rights who co—-chaired

this committee with me. 111 just be covering the

highlights todaw and you have the additional information

in a dratf eport which/ e hav;ﬁdiatributed and I
.Z'Jaétro/«m— lan 2l Sru Fhel.
K on the table.A.__

Gur committes was formed eight months ago in

believ

-

response to a July 2, 1987 request from the Energy

Secretary. John Herrington. Secretary Herrvinagton asked
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the NPC for a recommendati ibility and

feasibility of =establishing & ional Patroleum
Research Institute, one similar to the existing Gas
Research Institute.

The Secretary asked the MNPC to determine
whether such a petroleum institute might help promote
additional vesesarch and development to increase tha
recovery af 2il and gas already discoveréd, help develop
new long range technologies and perhaps help in
providing an industry prospective on futures R&D needs.

In develorping this approach to the study, our
committes decided that it needed first, to learn more
about the nature and extent of the industrw’s R&D
activity. Therefore, with the help of Arthur Anderson
and company, we initiated two surveys of the NPC member

companies. Thase surveys allowed us to 2stimate the

leval of research and gipenditures and

SELY/ LD

ang syl

man power

commitments by U.S. oi gmpanises during the
periond 12795 to 1788.
We alsc leavrned what major areas of resaarch

were being addressed by the industry and how tThea

industry felt about the relative importance.

e re whethey ths industruw

felt there w that were not bsing

addraessed and whether there were any potentials for
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additional cooperative industry res=arch leveraged by
DOE funding.

I have fto tell you that us Ars quite
surprised by what we learned fro rveg. This chart
shows that upstream research speﬁding and manpower
allocations grew steadily in the =2arly 1980°= and
doubled in real terms between 1975 and 12835.
Expenditures are shown bg-the red bars and manpower
levels by the yallow line.

At this point. I want to remibed the ma2mbers

that the surwveu data in the Ma 24tk dratt wers not

final, and we now have the fi mbars
from Arthur Andersen which include mors data than the
May draft. The most sigpnificant change is in the uellow

manpower line which will now be about 5@ percent higher

than shown on this particular chart.

—

As you might imagin the'l lapse in oil
Aerrri#
prices caused a decline in RED MWL but hot by as

much as might have been 2upected,

given he current low
level of prices. We found that R&D commitments
stabilized in 1987-1%98B at about 8@ percent of the peak
=2ffort.

On this slides the bars oncg i show
uwpstream R&D sxpenditures but Tthe ye

of oil in 1988 dollars and yotl —an see . ly that R&D
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expendltures have not reflected the drop in prices that
we have seen since 1981. We all tnow about RE&D cutbacks
that did occur when oil prices dropped in 1984, buft our
survey indicates that for the most part. these cuts were
most severe in R&D activities outside the industru’'s
core business areas of 0il and gas discovery and
recovery. (Slide)

This slide outlines in more detail the
industry commitment to upstream R&D. A gUOou CAn Ses.
with the one exception of chemical flooding, manpower
commitments have increased significantly since 1973 and
are up more than 50 percent on an overall basis.

S0 part of what we discovered in our sUurvey
was this, the upstream research commitments of the oil

and service companies rasponding to our surved amoun

to some F772 million a usar. That umbe
45,#:/4)/;”.5
million in the final surv ;

the final report.

ich will be 1in

in addition, we know that upstream research is
b2ing caonducted by private research laboratories and
other companies not included in this survey. So we feel
it's reasonable to estimate that more than %1 billion a
ymar is being deveoted to private sector, domastic

upstream research.
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Our survey also found that R&D expenditures

and manpower commitments have remained raelatively

constant during the 170 hat from 1273 to 1988, a

period in which real oi 2ll 7 pecent, R&D
spending and manpower commitments increased by 58
pecent. (Slide) ,ﬁ&f
Here is one more weadwe overad in aur
DU Ve . We askesd for opinions on 78 specific areas of
regearch in geoscience and enhanced recovery. These
topics wera identified in previous NPC, Energy Resaarch
Advisory Board and National Research Council reports on
being of potential importance in future oil recovery.
Our survey found that active research programs

are underway in areas considered highly imporitant like

gs2nlogy and geophusics, for example. We found that

opinions were mixed about such res ch arsas

[H]

geochemistru, thermal recovery, abhd perssopad
(V- 1t that research in thess areas is b
by Some companiss. Evean areas considered les

important. 2 chemical flooding: are being pursused by a

few /companies

And dﬁ,

those who responded to our surveay did

not identify any other significant areas of additional

research where major new initiatives would be required.




[

£l

14

15

14

18

19

=@

.

We carried out ne addL#&an&&,a; endum to our
sSUrvey. We wanted to know how much voluntary support
there would be for cooperative industrw ressarch if DOE
match funds were made. We had 2z positive responsss and
25 said thay were not inftferested. Of those responding
positively, most indicated a willingness to contribute
bpetwueen $1@0,000 and 106G, 00@0 a wears and B0 percent said
that these expenditures would be over and abowve the
current levels of spending.

it appears to us that our industry may well be
in a position to increase coaoperative research on soms=
specific projectss particulariy if a coordinated effort
—an be promoted to facilitate such efforts. However, we
don’t feel that cooperative joint research is likely to
increase dramatically over current levels, given thea
larae and continuing industry effort currently being
PFUrsued.

Therefore, our committes recommendations are
as follows. We suggesst that instead of =stablishing a
Mational Petroleum Research Institute, that tfhe NPC
recommend fwo complementary initiatives: first. the
establishment of an industry forum or clearinghouse to
facilitate the development of cooperative research
projects aimed at improving oil recoverys and second,

the sncouragement of multiple disciplinary university
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research with modest funding incr=ases in selectad
Areas.

We see these two recommendations as
comelementary with the farum providing a vehicle far
universitiss to se=k industry funding for research
proajects and providing industrw with betteEr access ta
existing research efforts by the academic community.
Forums similar to the one we have in mind have been
established and operated successfally by the Lease
Planning and Research Committee of the Alaska Oil and
Gas Association and bu the Drilling Ensineering
Association.

Wa feel itl important for the NPC to

s communicalion with the Secretary that

oz

search  for ou

A

only limited benefit in reducing our nation's import

emphasize in

additional r industry is likely to be of

dependencuy. Otheyr policy options would have a
significant greater impact on increasing domestic oil

production in the next decade. Some of the most

impartant of these aptions are greater access to federal

lands, improved lease terms and =2limination of the tawx

disincentives such as windfall profits tax.

We feel it’s vitallu important for our nation

to pursue all potential gptions to ke=sp our domestic

production as high as possible.




i That summarizces our commitee’s recommendations
= for NMPC action, Mr. Chairman and if we have anyg

2 questions gither I or one or the other committee members
4 will be happy to respond.

5 CHAIRMAN COX: Are thers any questions aof

& Pate?

7 YOICE: Was tF g anyd thought of investigation

g af horizontal dr lllng7
2 MR. SILC ot part of our survey. I

14 think there’s some activity that’s being pursuaed now

12 among industru groups already pUt that was not
At /duf?m.s ¢
13 particularliy a part of our surved. A
Pt
14 CHATIRMARN COX: Do we have a mo iDnAwa L OLi s
15 Pate, that we accept this draft report? ____:::5\\-
ié& MR. MITCHELL.: I was on th caommittee too and
4&/&?‘ Ay Z d//u.a
17 ome comments I'd like to pake s,

th the rommittee’s opinion on this, if wou

12 don’t mind.

z@

=1

=3 e that the ressarch being done is very good
=4 ht out here, it covers a 1ot of fieldss but

25 I think it’s totally insufficient to do what we have to
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do in the nex?t 25 years if we're going to reallu stay
ah=ad of the world.

If uow 9o back and think about we did in
de aping he off

Grtton
fmn] = = [m I M

a2 technology compared to drillina

" the sarly "4B's, piling 1& foot
piling was a tremendous development that was
acrcomplished by this industrys the gsophysical
development that this industry accomplished, and what we

have done, I Jjust think we have to really do a lot more

re doing.
@as to mind is that when you loaok at

+the research done by governments truly oil and gas

research, they show some number around 509

million, an identify reallys., about %380 million
diraectly related to oil and gas research done by

governmaent. I think that’s totally insufficient when youl

arxider that DOE has a budget for clsan coal research

N
t*he next two usars of $35@ million and nondefense

vear %2 billion, anéi}%ééylg hawvsa

and gasy there’s something wrong

nuclear regsearch

$4@ to %50 milly

with what’s going on. in my opinion.

going to taks

_Zz‘./';ng' e
iy ta:t

=

I think 1t atwout a quarter of

a billion dollars more. it slows mawba %@

million but in & uyears They ought to develaop

as done where 11 companies now
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are putting up %125 million, Department of Defense is
putting up $12% millions driven by the privats sector to
supplement the research of billions of dollars being
done by the sectors of the oil business. because it’1l
take a quarter of a billion dollars, 2% percent more far
me to have impacts and the problem we hav is that the
industry feels that DOE shouldn’t do i, ;ﬁégi
universitiss shouldn’t do it, but if it’s driven by

thems then I think it would have a gr=at

nation in *the next Z5 years.

That™s the thing thalt concerns 6i;) it s the

fshore tevhnologys the depths we’vre drilling, 0

Hhat

racturing, the geophusics —— I predict in

ten years if you have cdfold incre=sase 1in
ind gas directlyu. You’ll
=till have *to drill that well, don’t misunderstand m=

but uou’ll be able to do that in ten yesars. Those arse

the kinds aof things Nwould be doing more of. What

I'm arguing abou 2 doing a totallwy insufficient
amount of research in oil and gas. I think that somehow
wa've oot to come together and make this happen belbter.
MR. SILAS: I’7d like to comment. In the first
place, Gearge was very active on our committee and as

you know, this is the tupe of report that obviously

there’s differences of opinion throughout the industird,
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but I think that the point was made in our commifttea
meetings that the oil industry ought to be proud of what
thew’ve done. They’'ve done a great Jjob in suppluing
cheap enerdu to this country and to other parits of the

worlds, and that I think it surprised a lot of us that to

recognize that over a billion dollars is presentily 21ing

//ﬁa/ ot Aeres

e

spent today per year by private industryg. ‘
brought out in our committee meetings t very
comperitive industry. that enhanced oil recaovery is A

very rcompetitive part of how our companies operate and

compete wifh 2ack other.

NeAalsm brought out that the technology that

is developed privatell_-;-,es get out to the
o via a lot of obviously joint vgntuggf\izz
Frtnerships where whogver has developed PE

LoV tntanins L
/

ir e

+tmchnology to get out in the industry.

So I think the fact that so much money was
already being spent in other energy areas really didn’t
influence I think most af the penp;e aon our cammittee
and if this room, that they fe2lt another 20 or 30 or 40
million dollars compared to the billion that’s already
being sp - wonvld not significantlu change the direction

ol

in whichh =€ ipdustry is headed.
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W, was braough

ge and oth=ars in
the grnu(:EE;E)at there is some concern about tThe
universities suppluing talent down the road as we come
back with the recovery. Where are we going to be
getting these people when we have ta staff up and do
some more =uploration and production. I think fthere is
a concerns both Rill Fisher expressed it and others,
that there is a concern that a lot of our universitw
talent is being lost to the future requirements of our
industry, s I think there is certainly a need for
cooperative efforts between the universities and the
industry and the DOE to help sustain a continuing
progyam of praoviding wuniversity graduates to our

industry.

Would anyone ik a._comment or ask a

question? Yas,

[=]
JSLeeLmey Meewdion
ilafupmemeniplepiepin byl

one thing. om

comparing ressarch dollars. the polint that Georae
auitea right in pointing out discrepancies
a2 = omic snergy and oil and gas.
I1£t’s an easd trap t fall into to measure the

a4 )
effectiveness §Ff Hre.program by the amount of federal
dollars spent in it. The coal situation, I testified

Monday moarning in front of thea Appropriatiaons Committes

which has a lot of coal interests on ity and I was aiven
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all Finds of negative questions because we’re not

spending enouah on coal. There's a tremendous coal

lobby in the U.S. Congresss that’s Republican and

Dempocrat.

I might point out when 4You measurs the

all over this countrd. ose figuress and most

of you are auware of thar not efficient

programs and they’re regional interests and theuy ars
tough *to get out of spending. Every usar we take them
out and Congress puts them back in. We're building

roads in New Mexico, and you answer me, what is the

Department argy doing building roads in New Mexizo

o buildiqg buildings at certain universities ar the

M.Z‘A;Me’-.rhy/o 24t all 0F Ahiws Fidd R S5 25 é”f

couin tire
So these veasted inter Stg:we ave tried
Lo
Tl S

and tried to cu ending. Maasure th ram and

I agres that a lotr should be done i e e ox Qut
measure the program by what wouw’'re doing and where the
doliars are targeted, and try to take out some of the
aross figures in trying to evaluate this.

MR. SILAS: Mr. Chairman, I'd like to close by
thanking the members of my committee and other sparial

assistants as well as the numarous people who
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conftributed to the surnsrey that we sent dut. Nowy oOn

on Estibla
i-e_n-.i'_abéa% 4tr‘olnum

Research Institute., I move the adoption of the reaport.

baehalf of the Committe

MR. GLANVILLE: I zecond, Mr. Chairman.
. éﬁ:é;ﬁ;:f&ﬁﬂd{.
v a motion -

ther comments? Discussion?

CHeTRMAN COX:

Gutshons £

(Mo response.)?
CHAIRMAN COX: Aall in favor,s say aue?

(A chorus of aues.)

CHAIRMAN COX: Opposed?

(No respanse.)

CHAIRMAN COX: Thank yous Petes, for your

leadership because this was a tough .Jjob & to

ASSUME, He did it and did an excellant Jcbdand

indebted d all of his other peopl= that

participateqg
I thinlk the fiext item on the report is Bill
Swales 3 not able to be here but we do have a

7
prog esgﬂan the MPC Committee on Patrolaum Storage and

Transpor takr Riad Yammine is going To resport on
o
behalf o ‘i' =
Tl M 2. @fmm /4449 ésu(/kr/évnw

MR. YaMMl Mr. Swales has askaed me ToO

express his regrets that he could not be here today and

has asksd me to deliver his committee’s progress report

for him.
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Py wauy of backgrounds the NMati
Council’s current study of U.S. petrole

storage and transportation was initiat=ed by a request

from the Secrefar Df Ener y for a comprehansive

updating of the 1979 report, Petroleum Storage

and Transeportation Papacltles a its 1984 reportq
Petroleum Inventories and Stgrage G;z::fﬁiaeg. //

At the last Council meeting, Mr. Swales
reparted an the scope and organization of the study,
indicating that the studg has a coordinating
subcammittee and three task groups. The committee and
its cpordinating subcommittee are addressing the study’s
broader policy questibns and coordinating the waork of
the task groups on Matural Gas Transeortation, Liauids
Transpartations and Inventories and Storage.

The organizational structures and study rosters
are contained in the progress report in your packets.
The study garoups are determining physical changes that
have occurred in petraoleum and franseportation systems
since the 79 report, emphasizing pipelina and
waterborne transportation.

The study is also updating the primary
petraleum distribution sustem invantory and storags data
from the "'B4 repogrbt, including new minimum op=2rating

inventoruy levels for crude oil and the principal
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petroleum produtts and estimates for sStorage capacities

serels |

and inventor el IR the zscondary and consumey O

tertiary sectors.

S
Matural gas storage is also b
Fese Fronnaca o,

ow Tro raving received the q&ae#+eﬁﬁa&nﬂ¢, //

ALty
dath <=2 ing caollected by survey. Th=a

data fram th e rapor is heing examined and tested fto

io/h.f?

patroleum and gas systems, the strategic petroleum
—

as a g?urce of smergency
’

A 5

he P 19284 repart an the

determine ress points in the nation’s

reserve is also being eramin
supplys relyinga heavily on
SPR.

In additieon to these analuses, the study is
@xamining changes in petrolesum markets due to various
factors including the 2xpansion of the futures and other
forward markets and changes in the2 natural gas industry
brought about by regulatory policy changes implemented
througah recent FERC arders that move toward the more
open marketplace.

We are placing much ateyr smphasis on the

dunamics and intgrrelationships of e petroleum and

natural gas delivery in the =2arliev
studies.

This morning I°'d like to brief wou on ouar

progress and outline our plans for the remainder of the

ng studied. As O™

/
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study. S Fiatiaon of the study work late last
ygar, a significant amount of progress has been made in
armas of survey design and data collection and ravigu.
as well as analusis and writing assignments not
dependent on survey data. The commitment and sxpertise
of the study participants are outstanding and pravide
testimony to the sktrong support the studu is recsiving
from the industry and the tW.S. Department of Energu.
particularly the Energy Infarmation Administration.

45 I mentioned, a areat deal of information is
being collected bu industry surveys. The committese’s
wovrking groups have each developed and sent out
aquestionnaire packages to their segments of the

industry.

~

collaecting noanproprietar d +ranspovtatlnn
CrrransAsle, )
data on approximately 70 imbae. b e, pipel ine

systems.  With fthis datas, the group is developing &

description of the natural gas deliverg system

capabil jfy on ragional basis for use in testina the
analyzing historical and projectad
including identifying the ={ffects of

uel switching.
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The study participants f=2el that detailed
individual system maps need not be developed, however
national and regional maps are heing updated and
longitude and latitude data are being collectad whers
available.

The Liguids Transportation Task Group i3
collecting noanproprietary information on approxkimately
158 crude oil and petraleum products pipeline sgstems
SLPVEY . Waterborne tank car and tank truck capacities

are being collected from existing sources. These data

are bging used to 4 laop a description of petroleum
Hirs
ry capalrilities on a regional basis.

In addition to detailed area maps showing
major pipeline interconnectionss national and regional
maps are heinag developed. Longitude and latitude data
are beina collected for computerized mappring purposes.

The Inventories and Storage Task Group i3
collecting propristary information from approximately

400 companies in the primarw petroleum distribution

@ in the §;:;§marg sys=tem.
Lnrintorsts

sustems d a sample of 24

nd storage

In addition tﬂ\information
}

ége companiegs will ask questions on

petroleum futures and the strategic petroleum reserve.

As these surveds involve proprietary datas

responses are being collecta=d and protected bu the

by

he
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Foloite,

public accounting firm Dal logds, Haskins and S=211ls

with only aggregated results being released. Estimates

- - N _ . . . .
at inventor 5 and storage capacitiss in the various

onsumar =&

&5.

or are being

Estimates will also

Winimum operating inventory levels for crude

The information froéﬁ?he surveys
will be used ta bette e interrelationships
between the primarys secondaryd and tertiary systems as
well as to measure the impact of a possible drawdown of
stocks in the event of an emergency.

This brief review does not begin to describs
the complexity of the surveus and the amount of work
required to caomplete them. Despite the staff reductions
that we have all experienced, the responss to the

survews has been excellent. Mr. Swales would like me to

thank wou all for the hard work gour companies have put

\x
Al

The survew of natural gas pipelindg mewe the

into your respPponsaes.

sarliest return date and has received the mosht extensive
follow up by the task graup. AF this time, the responssa
o that survey is greats=r tThan 80 percent. The

Patroleum Pipeline Group has received responses foar over

58 percent of the pipalines surveded. The Task Group
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has beaun followup and many of the companiss havea
indicated that dus to the complexity of fthe survey.

their responses will be late but should be retl

within the next sevaral weeks.

The Inventories and Storage Task

= e latest return date and are now receiving an

extensive followup. The response rate for these surveys
is now about 25 percent. This response rate is somewhat
deceiving. When we surveged the primary system in 1984,
we received responses from slightly aver 38 percent of
the companies survayed but they represant about 7@

percent of the stocks in the primary sdstem.

I said a moment agb, the followup Mor tThesa

QO0LS

zxQrveys has Jjusti\bhegun. The Task tHat when

osed, the response rate will be better

than in 12E3.

I’d like to +take this time add mu thanks for

all the hard work that’s been done on these surveds by

the various companiss. If there are one or ftwo of wou

that have not uet responded, I encourage you to do S0 as

soon as possible.

Once the irvey and ata analysis phase is

Lord

grmueAwill

completed, the tash g integrated into a

system dunamics section under the direction of the

Coordinating Subcommittee. Broad industry trends will
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@he Gulf Coast,

g1

hba sxamined., the present and future capabilities of the
nation’s natural gas and patroleum deliverwu and
distribution systems will be tested under business as
usuwal and stress conditions. Baseline 19922
supply/demand balances will he used to test

future capabilities.

In addition, two—natiaonal and four regional

stress scenar jpds are being consindered for quantitative

Comoraroons

axamination wyth B f these condiftions being

addressed qualitativelyg. The national stress scenarios
are: a weather induced stress scenarico in which the
winter is 10 percent colder than normal for 2@ days and

20 percent colder than normal for 30 daysi two, an oil

imports interruption of 2 million barrels per

invoking an SPR owny the regional stres
iwa being considere first a products pip=line

digruption that involves loss of a pipeline

the Midwest, for at least
I0 dausi seconds a disre tion aof the Trans Alaskan

Jo
Pipeline for at leadt S&@etdays; third, a gas imports
disruption caumsd by a logistical disruption of natural
gas imports from Canadaj and finally, an slectric powar
n capacity loss that increases natural gas

‘uch as might result from a stutdown of a zlass

of nuclear power plants.
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The analusis in the sustems dyunamic section

will provide greater insigant

The study schedules approved by the committee

and presentec by Mr. Swales to the Council at its last
meeting called for completion of the study by the end of
this year. The study groups are waorking ftoward that
objective with the summer devoted to the completion of
the data collection and analytical phases and the fall
to the developms=nt and review of a draft report. A
Proposad final report will be submitted for the
Council’s consideration and action at its next meetino.
Mv. Chairman, that concludes the pProgress

report of the NPC Committee on Petroleum Storade and

glad to answer and questions

CHAIRMARK COX: fLuestions at this stage?
(No response. )

CHAIRMAM COX: If noty we’ll look forward to

the full

eport being completed at the end, of thse WE

Tk, Gill . Z o Uorri 74t C Cowddl St S s LS.

Trhand 4l He 57{?’5 bmedies OF A omm HEE.

Thant ygou.

Jim Miller has had an illyustrious career.

Lt Ao ls Fided

Many of uouw have known him in various cCapacl =,
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been hsre in Nashingtondth

Director of the Office of Management and Budae

doing superb Jjaob for the President. Prior to that, h=
was Chairman of the Federal Trade Commission. We are

honored and flattered to b2 able to have Jim with us

today hecause he has made a coniributio

re delighted to hear from ygu A

Bood mmora & ldome 7

nedy once said
that Washington is & pPlace that combines all the charm
of the north with the efficiency of the south.

({Langhter?

FMR. MILLER: But then being in the o1l
business, you know that already. More than anyg other
Branch of American enterprise, the oil industrg has
guperienced both the charm and the efficiency of
Washington in ample measurs. That makes my job this
morning both very sasy and very difficult because almost
everwthing I'm going to sauw will have a familiar ring.

You above all are aware that =sxcessive federal

mic gromfh, reduce

Al :g.m..
abo¥e all know

— B

that reversing these paolicies produ = the uppnsifé,

i léﬁm:’ = I;een

true likewise for the economy as a who

taxes and reaulations stifle eco

puUtput and increass unamploumen

results. This was true for th
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arises
y srds-ia AF the last

As we all knows the ene
decade was not caused by & shortage of energy, but a
surplus of federal regulations. The shortages, the gas
lines, the fist fights at the station pumps. the
mandated thermostat settings and the other misariers we
had to endure during the period could all be avoided or
could have been avoided very sasily had we pursued free
market solutions to the probleams had we let the market
determiﬁe prices and allocations instead of federal
regulators, we woguld have had few of these woas that
made life so difficult for us during those days.
y and Japan did 2xactly that, and we
4
oll N ga%&ines aven though they were far more
dependent on imported oil than we were. I remember at

the beginning of the Administration, I was there the

first daw and one of the first things we did was turn on

the ho ) fedey buitldings. They werse
mo/r'*;-
wi thou 2 turned the hot water on. The

thermostat signs in the new Executive Office

nne of the associate directors ripped 1t down., sgmbaL{i

3\
maube and probably violated the law in some maQE:EEE;Z:)

regulations of some kind.
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80 one of the first things that Ronald R=agan
did as President was to scrap faderal allocation and
price controls.

Az you recall he did so gver some considerable
opposition. Critics shri=sked that oil prices would
skurocket and our dependency on imported oil would
increase because consumsrs would stop consarving. In
fact, gasoline prices todaw, if ygou adjust for
inflations, are lower than they were 4@ uears égm.
Furthermore, energy consumption has not increased since
decontrol despite robust economic growth. The W.S.
sconomy today is 25 percent larger than it was ten years
ago but it uses roughly the same energy.

The free market solution to our energyd
problems worked better,; far better., than any solution
involving governmental controls. Free market solutions
were likewise effective in addressing other national
economic problems. Here again. we had fto overcome a
great deal of skepticism.

Again the critics told us fthat disaster waould
follow if we cut the budgets reformed the tax structure
and deregulated key industries. Instaead, we got the

longest peacetime economic sxpansion in the nation’s

now A4 months and going strong. In that time,

1% million Jobs, reduced dramatically the
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rate of unemploument in the United States. Thea

unemploument rate is not the only rate that’'s downs the

inflation rate, interest rates, have plungsd from

stratrospheric levels they were at the turn gf the

decads.

il industry a conomy &5 a whoale, but the

amolution to these problems lies in the further

e g

application of free market rem=dies, not going

government intervention. For example, the tra

Earlu this gear, yow will recall we wsre being told
that unless we erected high tariff barviers, America’s
industrial base would be washed away with a flood of
foreign imports. Indeed, we heard dire predictions we

would be sweeping floors and doing laundry for the

Japanege.

Gt Ao

That Reagan Administration resi tedAﬁeman = for

the protectionism and what happenad? The most recent

trade figures we have are for the month of March. In

it was $4.46 billion below the

billion increase in U.S. exports abroa - ihat,

the biagest part of that incre=ase in exports, sSoOme $3.7




37

billion worth: was made op of manufacturing exports.

=

far am declining our industrial sector is taking the

educing the trade deticit.

Clearlys what we need is not protectionism b

rts to reduce trade barriers worldwide.
1ow the domestic petroleum industry has
itself suffered fram the influx of cheap foreign oil.
This has caused some members of the oil industry to lo
to government for relisf in the form of a tariff. Wi
I sumpathize with the problems aof domestic producers,
believe a tariff would be a bad idea for several
reasons.

Specifically, it would increase energy price
for consumers and businesses. It would increase

unemeloyments which would sub=tantially raduce fedaral

revenues and insrease outlays, and this in turn would

e federal deficit. Furthermors, past

guparience indicates that a tariff is usually followed

by incre ad government intervention into the oil

And. skalt

fe industruy needs now is not more

industr
government intervention but greater freedom of action.

We ought to repsal the Windfall Profits Tax.
ought to do some oth=r things to enable you to =2xplore
for oil with less government impediments.

Accordingly the Reagan aAdministration is

So

ut

ok
le

I

p—
=

4IE

L o
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puUrsiing a varietuy of fres market alternatives designed

to

we

In

strengthen the o0il and gas indusitry. Particularly,
want tos as I saidsy repeal the Windfall Praofits Tax,
want to decontrol natural gas prices at the wellhead.

addition, we want fo make Ffederal lands more open to

oil and gas exploration, development and production and

repeal prohibitions on the use of natural gas bd

electric utilities.

Finally,; we want to retain the oil and aas

incEntives of the 1984 tax refarm package and sncouraga

Conaress to make technical adjustments i

to

the ta:q}:de
/Iéa)_rg/o‘ I

ancourage more coil and gag productian e approach

would not only assist the o0il and gas industru, it would

benefilt the sconomy azs a whole. A vital and growin

economy is what we need right now if we’'re to/solve the

piggest mconomic challenge that faces us toda

of

Ak /u&/

(e
course, I’m speaking about the federal deficit.

The chicken littles among ws have had a field

day on the deficit, the sky iz falling, the skw i3

falling, don’t believe 1ft. I won’t pretend the deficift

is

not a serious problems it is. Mor will I minimize

the dimensionns of the problem, put I will t=211 ygow the

deficit is a problem we can solve and it’s certainluy notkt

the political crime soma people are truing to maksa 1t

nut to be.
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As you knows there are p2ople DdaHAtelliﬁg LS
that while the present genaeration of Americans started
off with & clean slate, o children will inherift
nothing but debts from us, debts that will rob them of a
decent standard of living, but this is a complete
misrepresentation of the facts.

The present generation of Americans did not
start off with a clean slate. At the end of World
Hér II, the national debt was more= than 110 percent of
the grnss national product. Iin aother words, the debt
was greater than our total output of goods and services
for the entire year. Today, the national debt is 43
percent of the gross national product, less than talfa
and less than it_was during the prosperous dears of

12587 s d the 12680° s,

+ say some penple are sauing
bacause of *this monumental debt that has bheen built up
over the last B wears, that the President., whoever is
elected in 1988, will be unable to push the =sconamd
farward, that we have inevitably a recession if not a
depression at hand. I want tao say why that is not frue.
First of all, there’s no natural law of
economics that if wou have an expansion it's going to
come to an end. You tend to have econnomic expansions

coming to an end because of bad policy. There’'s a
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certain amount of luck involwved, 1 knows what seconomists
call unexplained variation, but basically if gou look
back a downturns, you can realize that there were policy
choices that were madse that encouraged that downturn.

I know it'’s easier to Monday morning
quarterback than it is to call the plaus in the huddle
but what we’'se got\ to do, it seems to me, is to avoid

And,

bad policias. 1 Link amorg those_bad policies would be

A 5:::3\\E
eglslatxan, mDuld\b\ mandated
PEDPl\mlt 5 fr‘eaz-, mandated

benasfits. One thing you learn as an economist is

protectiornist trade

benefits. & lot o

TANSTAAFL, that’s the acrongmns there ain’t no such
thing as a fres lunch.

I1f Congress mandates benafits, they’'re passad

g ta gou Tng\they re passed along to your CONSUMarss

CUSTDIMIUS.

and etsomec . (

al
\r heart goes out to people who don'’t
have health insurance and so forth but there are wadys o f
handling that other than mandating fthe companies of fer

that insureance and provide subsidiss Tor it. Thera’®s no

slch thing as a es luncha.

nimum AAQE -

um wages of courss we have compassiaon for
people who are =arning below or the lower rungs: bot let
5 not laéﬁﬁﬁlght of the fact that a rise in the

/A 1 Bridsn /

m+n4mamm:a_e/lam would unemploy precisely those people=

it’s meant to help. We?’v2 had recently this sort of
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derisive attitude toward pecple at the lo lé;&lsg the

of 1NCOme,
“Hre Tods, ¥
occupations P s | L

'1'1:’-5 Just a bunch of\Ukibeaeaadmae

rhat we ought to think twice about deriving adulfts who

lower level pople who

hold those kinds of positionsi we ought to have respect
for people who hold those Jjobs.

Secondlys such Jjobs are veryg important entry

for youngsters. They have an opportanity to

w what it is to get up in the morning and go

through on ift, to deal with customers

and Fn accept
AS //m;( Pt

Al =

impor tant.
You get your foot on the ru ‘dder to ga uJpP.

I worked at Freeman Brothers Groceryg Stare, a
1i*+le independent grocery store in my home ftown,: squares
footage is less than this rooms: and it was very
important to me. Maube one re=ason 1 feel sensitive about
this McJdobs charge is that two years ago my davnghtsr
worked all summer at McDonald’s. Welly we cannot ——it
soems to mes wa’ve got to keep the economy 9oing.

The other point I wanted to make that 1 didn’t
makz is that the previous longest peacstime expansion

hegan under the Kennedy/sJohnson Administration and at
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that time, the national debt was 446 percent of the gross
national products sSo when vow see that longest psacetime
@upansion began, the national debt was a larger portion
of gross natioanl product than the national debt is
todayg.

I don’t think that the scare talk about where

Or A depression

s there.

can hold the line on spending and keep
the economy growing at a healthy rate, we’ll end up with
a balanced budget. I+ on the other hand we revert to
taxing, spending and regulating, the waw the fedaeral

government did in years pasi, ths =sconom will sudfter

Dmﬂselvg},cut Df

#ailed

cannot return to\the &€ p

and we’ll never di ole. We
licies of the past. We
ought to have more cpnfidence in the successtul policies
of the President.

\

I Whink we ought to look forward to the future

d not misgivings because what is at staks

here is not whether we have faith in a particular

president or a particular partws the raal issue 1s

whether we have” faith in ourselves and in our
Int %

institutions ndAourjprinciPles;

I yield to no one in my admiration of the

President, but at the same tim=, you can’t credit wholly
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with inventing a new formula for national prosperity.
reducing tarxes, cutting federal tape, maintaining &
ztable dollar and giving a free rein tao American
anterprise were scarely new ideas when he put them into
Practice. They were what the great majority of
Amer ie s us to regdrd as plain. old—fashionad

‘ Aow acv
com S8, et 11 aginning %Yo daoubt the secrets of
auy SUCCRsSS. Countries all over this world are maoving

in the dir tion of decentralization markets from

ThaKcherism in_Grégk ritain, to what Mr. Gorbechev
calls’ pews=triteg, tg/a great extent the whole world is
going i irection and at least in an oppoasite way
from the direction of some af the critics here.

A decade ago there were the energay pLritans,

the witch hunters who denounced the &4l companies for

Lo

their alleded excess profits,/ and scolided the American

people for being energy pRigs. ey’re the p2ople who

wanted to break up the oil companies, impose rationing

angd other controls and tax 0il profits to death.

T aus they’re the fiscal puritans. The

/mﬂeo
Pkl

the RQEDE‘-F\

Jeoll

A Lt e

scoffers wh th 2conomlc gains g
Administration as phaoneu prosperity and wh

american people for their mindless consumption. They

want to raise taxss and go ba to govenrment

:/Jz/(m; )

. e Win

ovaerregulation of the =sconom on Chorchill
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once saids the Puritans alwawys want to kill 5f. Seorgs
and keep the dragons and they will if we let themy but
we're not going to let them. we’re going to keeap faith

in ourselves and with the free market principles we have

tested and proven sound. hat’s a good place for me b4

7{?;/1;9.«6 o il Aare Jome
S 7ons.

stops ladies and agentlem=n.

CHAIRMAN COX: Jim Miller has agreed tTo answer

any questions or comments tha any of youw have,

Fimu, IF L o /9/1044 T,

15 %%mao

like tp it Bwck to him at

M. CALDLE
=

Would You comment on the sase with

which the ation passed in both housesg?

. ML
I think the reason 1l was
easily approved, first of all, keep in mingd it was
approved late but what =lse is new, but the reason for
the relative ease with which it was approved is because
we had this two usmar buduet agreemant negotiated last
Novembers and basically the budget, when uou saw in the
news that the budgest was being passed, that simply imeant
the budget resolution, the broad parameters of the
budget, well those broad parameters were essentially
established in _those bipartisan budget negotiations last
Novemiar .

Now Itk

dimdy, tell uou something. I have real

problems with the way that some aof the waording in that

budget resclution reads and the way it?s being
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interpretad o Mill because theu’'rs= nudaing a

few billion dollars. Why would I be erned about a

few billion dollars? The reason is enator Dirksen
used to sag. a billion here and a billion there, and
pretty soon it adds up to real money. Do gou all have
any idea what a ¥rillion dollar budget is like? 1 deal
with a trillion dollar budget. Can uyoit relate ta a
trillion dollars?

Imagine that you had an airplane flying the
speed of saund and it was reeling out dollar bills tied
end to end. You wve seen on TV this commercial where
these twg guus ares running with paper towels on their

back, it'=s like Chariots of Fire and they’re running

with papay towels reesling offsa real spiffu commercial

151ng the spsed O
L Zant SimimSie

ult 1t s re2eling

—— but imagdi

sound SOme

off dollar bills tied end to ends how long will that

plane have to flu to reel off a Yrillion dollars? Keep

in mind the budget’s $1.1 frillion? How long would it

have to fly? HMow long was the VYouager up. abouwt four

days? Flying the speed of sound ought to reel off a

frillion dollar + days? Riaht? Wrong. You sdaud

il 1

four ueeHEAought o be able ta resel off a

fe=uming this airplane could gel off

surely fDur

Fhe groun

trillion ollars. right? Wrong. Surely you’'re going to
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Fell me in four dears, they'd reel off a trillion

dollars flying the speed of sound, dou're talking abgout

money going out the back end of an airplana. Mo

That plane would have teo fly for 15 uears to

real off a ftrillion dollars. That’s prettwy big monedy.

We're talking about big moned.

Imagine if you had a box with a frillion

dollars in it at the timg et was born and Y4

fhow long wouwld it be before gou

emptied the hbhon? Would it be abaut the time the

barbarians sacked Rome? Moy, yowu’®wve got

box. Would it be by the time of the Da

moaney in the box. Christopher Columbus discovered
AmErlca. Mos still got monsw in the box. Surely by the
time of our oun revolutionary war? Mos still monew in
the box. What about the time aof our own —— the 18607s,
the late unpleasantness as we call it down south. MNoOg

uo’ve still got monew in the box. First Waorld War,

Second World War, no. Korghs Vietham —-— there’s still

money in the —— well, su Mo would be =2mpity.
right? Mo, several more years will have to pass befors
the box will be empid. That's a lot of monay.

In any event, we can get the deficit under

control. I+ will be tough to do. The way we need to do
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it is not to have a tax incrsase but fo control
spending. Mart Crane and I have a little piece in the
Wall Street Journal editorial page this morning, 4you
might want to take a look at it. What we found is if gou
analuze properliy, the data on states where the governaor
has what is called an item reduction veto, when he can
take items in the budget and reduce the amount to have

then the legislative branch override him.

difference in the r
1f you could give the President soms= of these
powers, I think the President would find it easier to
keep spending under control. Keep in mind that each
usar we have sconamic arowth, we’ll gain about $38 to

8830 billion in revenue. Sa if we’ve got $15@ billion

ﬂj: fiﬁ;fe. %w 32?2 ;»:/j’:.» %U}w: 4 égaérz

if we 2 7 fending under reasonable control A Jrémm{

deaficit which is t

mind that’s realluy what we ought to

do, not t: . g ing control. Yesas sir?

mentluned a number

o Mo odtszal //a/mQ

PrOgr am. Yiou

disappointeds as the toke in this araoup,
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an with several members of your adminisitration.

Meetings are being held and I believe it does i

4B

the dem\ﬁulat1nn

Ying hard

ndeesd

need to be o
e Z rt/inse #ho #.

MR. MILLER:

gour list and need‘tgour attentlan. 4‘; a{ aafu(
VﬂJIM | , u'/a py) &
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MR.MILLER: Yes, 01l import=s continue fto rise,

that’s right. I must tell you it’s of concern t
of us. It really is.

MR. GLANVILLE: Could the final
speech include some statistics on how m
deficit is a function of petroleum imports,

and crude 0il?

0 a lot

MILLER: ve got to get a piece

Jome, df Aﬁnlﬁ Aecll Yfue,

ot hersas.

Aare st g more z/aé o4t Ahus? nf srh L. 7/“:0 Frans L

of paper

aughter?

i ] nle, if ang, do dou sea

(;L#aiﬂééj

coupon bonds —

MR. MILLER: That’s something that 1

really Secretary PBaker ought to sp2ak tos since

don’t have him here, I guess gou won’t have an

zero

think

youL

answear to
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CHALMAN 207: THand o reiy Ml .
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that. Wa've talked abaut that and ofher possibilities.

Thozse kinds of discussions go on regularly within the

-

Administratiazﬁ bﬂj wea diy’t have aniépézn r;?ht HD%K

i) L i Al AL el “@ Lo o, 49‘20
/,maz’f / M/mr;ﬁn%é A3 Aatten huf fm/r“a? A gty
Ll gy  otrresbum.

HAIRMAN COX: We’re also honored to have

A
& Martha Hesse, who is Chairman of the Federal Eneray
7 Regulatory Commission. Manu of you have known her not
8 only in that role these past few years but prior to that
< when she was in the Department of Energy and many of wou
1@ know that she did a terrific job in her posi ams
1z Secretary for Managemenit and Administ
13 Department,; so much so that she won
14 (EEE;;;;>amard, which is the highest recognition and
15 award given for ouftstanding achisevement in the
i& Department of Energu. She’s continued her roles at FERC
17 and has done an outsk b. We’re delighted to
18 have her at this tine.A
1% MS. HESEE: I"'m delighted to be here too and

I'm not going ta tallk about oil. Eg? [ a- tall about
M

T it ot ptshnsl s Firrorsil 1o bt friie Thody

=) FEEP 1 = Will find my remarks us2rul in gaining
22 some perspective on what the Commission is about these
23 days concerning natural gas.

g Our principal effort regarding natural gas is
25 trm facilitate moving the gas from the wellhead to the

burner Ttip in accord with the nesds of the seller and
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the purchasev. We all know that there is an ample
supply af gas at the well head and we are seeing renswsad
confidence in that supplu reflected in the start of a
healthy awthy in the demand for gas.

v :

o recent study b the Interstate

Gas Association of AmeriCa——e#_shHowed that total
deliveriss werse up by 14 percent last yegar, and it’s the

first incrmase in deliveries to the market in a number

of years. .ZZb_h\\\\

mmission’s main objective is
assuring that thesae expanding markets for natural gas
have ample2 opportunities for delivery so that purchasers
have real opkions among suppliers. Increased options is
Sor

clearluy gool =< nsum=rs but I want to emphasize todau
that producers are also among the prime beneficiaries of
the Commiszion’s effort to enhance access to supplies.

We fully expect that incre=ased access to
natural gas will result in greater reliance on a clean,
abundant and domestic fuel. Moreaover, mora ﬂirect
access by purchasers to the wellhead will also mors
accurately and auickly =mignal the needs of the
martetplace. This will allow the rate of productien o

more closely track the rate of use to avoid sharp swinds

between surplus and scarce supply.




13

14

15

1&

17

ig

1%

71

With the repeal of the Fuel Use aAct last uear:

I think the nation fthrew off the last vestage of the ten

vuear old fear about the r=liability of the gas suppPly.

Now we are ushering in

of reliance on gas.
\\
emerging that are\ choosing to be

r%vMﬁ we o
S naw playsrs in the alectric

-

New industriss ar

fueled by natural

field. This past March, the Commission issused

rulemaking proceedings to foster the development of

- pontraditional electris generating capacitu. You may

Zay so what does that mean to me in the oil and gas

business?

&1though our rulemakings do not favor any

particular fuel! for these n=2w, nantraditional generation

facilities, they are intended to assurz2 that wise and

timely investment decisions are made so that whatever

ffers th
£
~tvric supplims for

fuel mix evolves, it is the one that hest

prospects for low cost: reliable el

CoOnsSUmers.

)

s not our role fto mandate the choice
of any particular fusl for thess nontraditional
slectricity gensrators,. I can certainly see that these
new projects do present a thriving, new market for
promoting natural gas wse. Indeed, Virginia Power
recently conducted a bid for new capacitu. I undegrstand

that it has received firm bids for eight times the
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capacitu needed and that roughly one—third af those bids
were for gas—fired units.

In addition to that, more than 48 percent of
the bids were from these new, noniraditional z2lectric
generating companies that we wall independent power
Producers. So thers is a new markst for natural gas.

INGA has recognized the potential presented by
thess rapidlu smerging markets and has formed a separate
organization to advance the use of natural sas for
selactric power genaeration., particularly for cogenerators
and independent power producers. The name of this group
is the Matural Gas Aliiance for the Generation of
Electricity. and it’s targeting producers as well as
pipelines and others interested in promofing natural gas
for those new gensration facilities.

I, for oney w=lcome the gas industry’'s
interest and efforts to avoid allowing barriers fo
impede the development of fthese new projects. For
natural gas to reach its full potential as & fusl of
choice for these prodects:; producers and pipelines nead
to offer innovative service aptions responsive to thesa
users’ needs.

Thus, I fully expect that tapping this new

market+ for gas will also further ouwr goalss the
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Ggmm+§5aeﬁgyéaals in fostering more Tlexible and markeft

responsive services.

Indeed, we are alr=sady seeing these =slectric
genaration developers learning to shop for gas suprlies
and put toasther transportation deals. They are making
the marketing and deliver systems waork for them. In
tact, manyg of fthese projects are winning financial
backing by having long te@rm gas supprly contracts that
demonstrate economic viability for the prodect. Thay
are also lsarning to agaregate their own supplyy relying
on & mix of long term, spot and storage gas. These
ventures really are blazing the trail, if you will, that
increasing numbers of users will follow.

We are continuing to press pipelines to commit
to nondiscriminatory transportation by accepting blanket
certificates under the Natural Gas Act, and the
Commission is committed. absslutely committed, to
achieving a nationwide, open access, transpartation
system that augments but does not replace the pipeline’s
merchant role. tnce the pipeline accepts a blankat
certificates, which most of you knows the pipeline may
not cmase transparting on an oPeEn access basis unless it
receives permission from the Cemmission tao abandon that
sarvice. Thus, acceptance by a ripeline af a blanket

cartificate assures the pipeline the authoritu to act
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aquickly and flexibly to respond ta the needs of the
marketplace, but at the zame times that cvartificate also
assures gas shippers that the service will be available
as long as capacity is available. The pipeline will not
be able to suddenly shutoff fransportation and reauira
shippers to purchase the pipeline system suepply.

We have reached a cansensus on the Commissions
aven though the number dwindles on a daily basis. those
of us who are still here still have a consensus that
pipelines should be given every encouragement to accept
blanket open access certificates. I think the
commitment by the Commission has been prevailing. Wa’ve
ﬁu‘i

r
5

made significant progress over the past ugar i

Wp access to transportation. aAccording to a s

JAS. That progress is conbinging. At this points: 11 QFf

the 23 major pipelines are operating on a completely

open basis under a blanket certificate. Thesea
account far more than 380 percent of the intersta
put. Most of the other pipelines are rtransporting under
a different Act, Section 311 of the NGPA, and most ars
operating pending the issuance of a certificate bw the

Commissiaon.
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Put, there are four holdouts and I get to name
them all the time. They’ vre Williams, MRT. KM Eneray and
Florida Gas. and they sre not presently participating in
the open access btransportation market. Do you want
rebuttal tim=? Yarnon?

MR. JONES: Mo, but I think

PrOdress.

MS. HESSE: That’s music fto my years.
thase four, it is clear that open access transportation
is hecoming standard cparating procedure in the gas
industry.

NMondiscriminatory transportation is really

st the beginning. We are encouraging pipslines and
ocal distribution companies as well to offer a wide
range of serwvices from unbundled transportation and
storage to bundled sales. GOme of our 1nitiatives that
will increase serwvice aptions is our capaciftu brokering
proposal. As you may knows the Commission has also
authorized another notice of proposed rule-making to
authorize shippers to broker firm capacitu, that they
are sntitled ta use on a pipline. Under %the proposal.
anyone whao is entitled on a firm Basis To use capacity
on a pipeline maw seek a certificate from the Commission
to broker that capacity. Thussy pipelines mau sell

capacity that they are entitlied to use on other
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pipelines to other shippers and shippers maw sell
capacity that they ares sntitled to use on pipelines to
ather shippers.

The end result will be an important new
sarvice and that is short terms firm transportation. It
will be made available to the market and to =L fppeys and

ol
the shippers will have an sasier time gettinqﬂifLﬁ#Dm
the wellhead to the burner tip. A ben2fit is that this
new short term fivm service that will be permitted by
brokering will also permit the industry to contract
ahead af time for both assured gas supply and assured
transportation at a given price. We are aware that
there are a number of questions and concerns thalt must

 Final ruley, and we’'re

tainlu appreciate all of

your Jrmput™intoThe ;3@:955.

T th'ngfgfe yone must agree that the concept
is an idea whose time has come. Flexibilitygy and not
rigidity 1s néEEBQirg in the new gas marketing regime so

that puychasers have as manud practical choices as

mm»g
suppliers.

The last thing that I want to talk about is

possibl

the gas inventory charge mechanism because that®s also
an important new component of the new gas marksting

regimea.
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The gas inventory charge will permit customers

to be assurs irm supely +to the volume that they

at

nominate ankd e ffie sane time. ill give ripelines the

basis for restructuring their supply portfolio to
that nominated demand, while avoiding accumulatin Pl .
(E%E;Biabilitg to their suppliers. Our aim is to build

into the system af buying and selling natural gas a

iing the kind of dislocations and

/

disincentilves the~industry has suffered through during

mechanism f6r avoi

the 1988°s. Again. allowing supply to more closely
track demand should allow expectations to more closelu
track reality and vice versa.

Essentially to aualify for a gas inventorw
charge; the pipeline must e abll;;\;\firm price or a

st

pricing farmula and custome mvade. hxve an opportunity

tp freely naominaye how quch firm supply they want o
i
reserve at the rate tha/pi Ne establishes. The
genaeral theory underligin bthgas inventory charge is
that if the customers are reduired to pay for supply on
a current basis. thew will have an incentive to be
careful in nominating the lavel of gas supely thew need
trm provide reliable service. This shoulds in turns,

allow and enable pipelines to be mors careful and mors

accurate in contracting with producers for gas supplies
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since they will know what their customers are willing ta
purchase on a current basis.

The gas inventory chargeg mechanism sxemplifies
a fundamental characteristic of the new gas marketing
regime that all seaments at the industry will have to
come to grips with, and that*s that increased choices
mean increased responsibilitu. Under the gas invaniory
charge mechanismy, local distribution ccmpanies must be
willing to decide and then to live with their decisions

how best to ssrve their customerz’ needs. This mechanism

will help create efficiency precisalfy becausse Lt will

ﬂt/ﬂo/}s .

place the responsibility for suppl e 0N L he

Py chaser aof those supplie

RSN
v I wourld Jusﬂ like to sum up

omp /e

from one where wvery clossed and heavy handed and tight

In conclusio

that the gas industry its metamorehosis
regulation governed the movement of gas from the
wellhead to the burner tips, to one where the markat

determines the value and therefore the price of the
‘\‘\

=Qam ditys and‘\hgulat1on focuses on what it should

M?‘Zo’d‘g

foqus on, correcfing only imperfections in the market.
I hear sometimes that uou feel bewildered and

beleagured at some of our regulatory initiatives.

Steppinag back though to see the whale picture will show.

I believe, that we are setting the stage for increased
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reliance on natural gas and a more orderly development
of the resource in tha future.

You know and I kpow that natural gas is a

iasTé\and abundant fuel and I'm pleased to
!

At

hatAmes age is being received by the

marketplace. The market for gas is growing and will

‘continue to grows and the transportation and delivery

systems for gas are becoming more market responsive and

will continue to do so. Forward looking suppliers that

are readuy to do business in the new regime, in the new

order, if uou will, will become the first to prafit fram

the renswed dunamism in the gas industry.

That’s mu monologue, do Yyouw want to ask me any

you plan to

MS5. HESSE: We haven™t decided uyet.

MR. JONMES: With respect-fo capagity brokering

Ak s5 )

which is clearly the next major iteTAcomiUg down the

ragulatoru pip=eline, how do you seEE at mechanism
wltimately truly serving the purposes of producers and
the market in the light of the probability that a

sianificant amount of pipeline capacity is Soing to be

contracted by its visting customer base — who have an

option as ¥o how theygtructure their reguirements,

need fo )

whather they rﬁdeeﬂbbué pipeline suprlies through the
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classic mechanisms or whather they swiitch aover to
transported supplies? How do you s=2e that mechanism
continuing over an extended period of time to serve the
interstate market and the supply needs and permit frea
access of each of those markets to the other?

M5. HESGSE: Of course 2ach pipeline will have

the option of develaoping a separate cap (")

- —__“-—.,
SEparata
I

and unique capacity brokering proposal, so there will be
som2 diffsrences across the count
pipelinesy but basically what we’re trying to do is (o
affer a new type of service to the market. and then
we’'ll see how much the market takes advantage of that
new service. It remains to be seen also how much supplu

the LDCs are going to nominate, when theu’re going to

lave to pay for 1t up I just don’+t knows and T

gdon’t think any of o ow much pipaline suppl

—— or capacity —— that ths LDCz are really going to sign
up for. S0 a great deal of that capacity may in fact
turn back to the pipeline who will then also be abla to
aoffer a new service.

I don*t think we have any preconceived ideas
or preconceived goals about we think 48 percent of fhe
pipeline capacity will now be given over to capacity
brokering, we don’t know. Our gaal is to offer a new

Zarvice. I think that short term firm transporftation is
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a good thing and can potentially have a gr=at deal of
benefit in providing more stability and consistency to
the gas market.

As with most things, we'd really like tTo push

those decisions back to the industr
participants in the industry and
sgrvice, use it if wou want fto and you don’t want fto,

then that’s your business decision.

MR. LAaY: First to clarify the record. we do

have two of the 11 pipflines t+ are open to and from
/a,uz‘ 0

recent order on the gas 1 oy
which is a very interesting orde 1ot of
you've said today but one of the more

is that youw did find the= alifogﬁia
(E/;rf(u m@

mpetitive, thus youw' re going t A retty

ey et what the inventory charge ought

T£ 73 Sehirtins /aﬂ/ﬂ@

Thaty of course, is Auite a departure

regulatorywise over the last 50 yesars. I+’=s bhaz=+

throwing the cost—based regulation out the wind

LA
my sStandepoint is probably & good t ingAtD throw

(Gindowe]

and if wouw find many other markets are workably

I ask you in Fact if wou could sustain that
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petiftiva. ~Ia there\ are chances, 1n light af the
\

éng?;?\aﬂiiiiggj;bDut the petroleum product pipelines,
that eventually maube gas pipelines could also be
dersgaulated?

M5. HEEESE: Certainly that would be my hope
but as you knows only Congress can deregulate and it has

shown absolutely no int=rest or inclination to do zo.

We are very sincergly and seriously interested in moving
away from cost—based regulation to market—based pricing.
The arder that Ken was referring to was the

Transuwuestern B as Inventory Charge which the

s

Commission appProve ast month or so. We approve

gas inventory chargs without a price car. We de
the Scouthern California market clearly is workably
competitive, that Southern California Gas, for example,
is a huge arganizations, can clearly make it’s own

decisionss should make

We will continue as we go throuwgh hearings and

also throwgh Just general review of orders to move the

gas industry to mors competitive basis based on/market
pricing and not cost—-based pricing. We think
sustainable in Ccourt. The D.C. Cirrcuit Court of Appreals

has given us some guidelines about if we want ta prove a
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ably competitive, what we have to prove

y what we’re doing; and 1 think that we
will day —— I would not be surprised if in the
next say) flecade that(égggglpelinea would be dersegulated.

MR. TRUE: I"'m Dave True. When do you think
the Commission might hand down a decisian on the new
major pipeline into the California -— (Inauwdiblel.

MS. HESSE: I have a verd strong intersst in
bringing interstate gas to the California market. If I

saw anymore than that, I make my lawyesrs very na8rvous.

There_ are ftwo projgcts that are peEniding in hearing right

\
i
 there i3 = third,

er the optional progvram.
What we did do was combine the three so there is a
single environmental iﬁpact statement and we will be
reviewing that combination sometime by the end of this
y=ar.

I would also suggest that uou laook —— we’pre

41 v
,J«‘Z' [aths, L 2 2‘% /'f’g;-“rzm/f.
CHAIR CoOX s Thank o

A

Fwo quick administrative matters: John Halls airman of
A

the Finance Committes could not be here and on his

goin Ting naxt Nednesday and let

behalf:; 1711 Jjust report that gouw may r=2call that at owur

O-tobher meeting we approved a calendar usar 1988 budgst

Loy
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in the amount of %1,7580,0Q0Q0 an;f{FZ zsame time the
Finance Commititee =supreszsed the desire that there he no
change in member contributions from the previous yzar’s
laveal. The final decision on such matters is made at
this meeting and it is the recommendation of the Finance
Committee that we do in fact hold individual member
contributions for the period July i, 1788 through
June 3@, 1989 at the previous uear’s level with such
additional funds 25 mau be necessary taken from the
Council’s Contingency Fund.

on behalf aof John Hall and the Finance
Committes, I move this recommendation be adopted.

YOICE: S=cond.

CHAIRMAM COX: Any questions or comments?

(Np response.)

CHAIRMAN COX: All in favor, Sayd ade.

{H chor
A

CH&IRMAN Ci) Opposed?

(No respaoanse. )

CHaIRMAMN COX: Collis Chandl=r has served as

the Chairman of the Mominating Committee and I°d like to

call on Collis ow for his reyport,

. . TN
National Petroleum Council met this morning and agr=ed

ofbens, |
on the following nominations foy afskeesd. Chairman and
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members of The Agenda and Appointment Committess. For
Mational Petroleum Council Chairman, Edwin L. Couxi Tor

Vice Chairmans bLod Cooki for the Agenda Commities, the

follows: RBill Car

Genrge Keller, Jim\ is

McPherson, Dick Morrow, Pob Mosbachers Larry Rawls and

Chick Williamson serving as Chalirman. For the

Appointment Committee: Jack Allen,

Emisons Jobhn Hally Fred Hamilfton, Jo

Pob McClements, Don Simmons, Joe Williams and Fred

Hartley serving as Chairman.

My. Chairmans I move the adoption of the

Mominating Committese recommendations.

YOICE:! Second, Mr. Chalrman.

CH&aIRMAN COX: I have a motion made and

zecondeds, are there any other nominations for any of the

positions?

(No response.

CHAIRMAN COX: If noty I fthink it would be

propeyr ta take them all as a group rather than saparate.

we hawve the morion and the second, all in favor, sad

AHE.

(& chorus of ayes.?

CHAIRMAN COX: Gpposed?

(No response.!
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CHAIRMARN

tee again o

PErTorm as 4J4you wish me to.

B&

u; Collis, and the

o J{t Ve im.

N

I hngé

This is an cpportunity to bring any other

business before the Council before we adiourn.

trried to improve the agenda this time with

W= have

the addition

of Jim Miller and Martha Hesse as well as the Sscretary

and wea're deliahted they could join o

ANy suggestions or improve

/
1avea fTor

our committee format, we would certainly welcome theam.

We tentatively are scheduling the next meeting for

December i3, the morning of the 1

tentative at this time. KWhen wsa

the @ 4 ing before on the 12th of Decemy

will advise you of the exact time and place.

Are there any other sublects

like to bring before the Council at this time?

(No responsa.)

CHATIRMAM COX: If not, thank

anybody should

o all for gour

participation. The meeting is addiourned.

{The mesting was adiourned at

11:0%

Sa e }
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